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BEFORE THE STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALIFORNI A

In the Matter of the Appeal g
of )

HUNTI NGTON PARK FI RST SAVI NGS AND }
LOAN ASSQCI ATI ON )

Appear ances:
For Appel | ant: Philip C. Jones, Attorney at Law
For Respondent: Paul L. Ross, Associate Tax Counsel

OP1 NI ON

This appeal js made pursuant to Section 26077 of the
Revenue and Taxation Code from the action of the Franchise Tax
Board in denying the clainms of Huntington Park First Savings and
Loan Associafion for refund of franchi'se tax in the amount$S of
$658.35, $1,090,82, $1 413.74 and $1,628.54 for the income years
1948,°1949,"1950' and 1851, respectively.

. " Appel  ant comenced business in California as a federa
savings and | oan association in 1936. Prior_to 1943 the Fran-
chise "Tax Conmi ssioner (predecessor of the Franchise Tax Board)
had not allowed savings and |oan associations to deduct from
their incone additions to a reserve for bad debts, 1In a Pro-
| onged effort to obtain the right to such deductians represen-
tatives of the California Savings and Loan League held a series
of conferences with the Comm ssioner. This IeaPue was composed
of associations such as, and included, the Appellant, |n 8%3
as the result of the conferences, the then counsel for the Cont
mssioner sent a letter to the executive vice-president of the
| eague, setting forth the agreement which was reached. Pertinent
excerpts fromthe letter are as follows:

Mok ook

"Wwe have now concl uded, after making a study of the bad
debt experience of puilding and |oan, and savings and

| oan institutions in this State, to allow your members
to claima deduction for a reasonable addition to a
reserve for bad debts. However, the right to this. de-
duction will be subject to the foIIOMAng qual i fications+
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®(1) An association may claiman amount equivalent to
,002 of its outstanding |oan accounts at the beginning
of any particular income-j%: as a reasonable addition
to a feserve for bad debts,

n(2) Associations desiring to follow this method nust
set up an account denoted as a reserve for bad debts.
This account will be in addition to the insurance and
| oss accounts maintained by these associations in
pursuance to Federal regulations.

"(3) Associations desiring to take advantage of this
nmethod nust file with thé Comm ssioner, within the im
mediate future, a statement which will set forth that
they have elected to use the "reserve nethod for
future years, toget her with a statenent show ng whet her
t hey have used the t'reserve method' Oor the "actual bad
debf method' on returns filed within the last four
years,!

L S

"(6é) The *reserve methodt set forth herein nust be
used by associations for all years open under our
statufe of limtations provided the associations have
been using the 'reserve Nethod' exclusively during that
period of "time or provided the associations have not
used either nethod during that period of tine.

"Lﬂ Those associations electing to take advantage of
the '"reserve nethod may claima deduction for such

reserve in their returnS which they will file in the
near future for the 1943 taxable year,*

. Appellant did not learn of this |etter until 1953 ,nhan. it
Il ed amended returns for the years in quesi).on.1949 through

1, claimng deductions for additions of ,002 of its outstand-
foans for those years to a bad debt reserve., and fi|ed clains
refund. It had not clained any manner of deduction fOr bad
2 in those years; it did not suffer any actual bad debts in

t
years; and it did not maintain.bad debt reserve accounts on
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f
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.its books during those years. 'The Franchise Tax Board denied the

I
ains for refund,

Several aspects of this matter have been thoroughly argued
by the parties.  However, we believe the following points are |
conclusive, It is apparent fromthe letter {Para EaPh 3)[ that to
take advantage of its provisions for retroactive ¢lainms the
el ection was to have been made min the i Mmedi ate futiwe." |t js
clear that the year 1953 is not #in the imedi ate future’ from
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1943. Vhether Or not the allowance by the Comm ssioner of the
deduction in 1943 for past years was proper, at this late date
the letter does not constitute an approval by the Franchise Tax
Board of the use by Appellant of the reserve nethod of treating
bad debts for the YanS In question, and it cannot now be used
as authority for claimng deductions retroactively for those
years. The allowance of the clains for refund, accordingly, .
depend upon the applicable provisions of the law and regulations.

Section 24i21f of the Revenue and Taxation Code provides for
deduction of "Debts which become worthless within the income
year; or, in the discretion of the Franchise Tax Board, a reason-
abl e addition to a IE€Serve f1or bad depts, . (Underscoring added.)
The regul ations provide that s taxpayer filing a first Teturn of
I ncone na% sel ect either of the above two nethods subject to

y
| T

approval the Franchise Tax Board upon exanination of the
return. the method selected is approved, it nust be followed
in returns for subsequentTyears, except as perm ssion may be
ranted by the Franchise Tax Board to change to another Tethod.
Bllcatlon for permssion to change the nmethod of treating bad
debts shall be made at |east 30 days prior to the close of the
I ncome year for which the change is to be effective," and that
"Taxpayers who have established the reserve nethod of treating
bad debts and maintained proper reserve accounts for bad debts
may deduct from gross income a reasonable addition to a reserve
for bad debts in lieu of a deduction for specific bad debt itemst
ézlltzll%(}fa) California Adm nistrative Code, Section 24121f(1)=

There is no reason to believe the regulation. exceeds the
authority of the Franchise Tax Board, nor has the Appellant so
claimed, ~ Appellant had not established the reserve method nor
mai ntained a reserve account during the years for which it clains
refunds. In addition, the federal cases establish that an addi-
tion to a reserve for bad debts cannot be made after the close of
the vear (Farnville QI & Fertilizer Co, v. Conm ssioner, 78 Fed,
2d 83; [rogdh v, CONMErCl al_Discount CO,, 149 Fed. 24 585, cert.
den. 326 U.,3, 76L,) AppelrTant nas_ pointed to no authority to the
con%r,aryd VW conclude that the Franchise Tax Board nust be
sust ai ned,

_Pursuant to the views expressed in the opinion of the Board
on file in this proceeding, and good cause appearing therefor,

I T IS HEREBY ORDERED, ADJUDGED AND DECREED, pursuant to
Section 26077 of the Revenue and Taxation Code, that the_ action
of the Franchise Tax Board in denying the clainms of Huntington
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Park First Savings and Loan Association for refund of franchise

tax in the amounts Of $658,35

$,.090. 82, $1,.,23.74 and

$1,628,5;, for the incone year$ 198, 1949, %éso and 1951, re-

speacii

vely, be and the same is hereby sustained.

‘Done at Sacra mento, California, this 1st day of Novenber,

1955,

ATTEST:

by the State Board of Equalization.

J. H. Qui nn

Paul R, Leake

Robert E, McDavid

Geo. R, Reilly

Robert ¢. Kirkwood

Dixwell L, Pierce , Secretary
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